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MILWAUKEE MUTUAL INSURANCE COMPANY
250 North Sunnyslope Road, Suite 250
Brookfield, Wisconsin 53005

, 2001

To Our Policyholders:

This packet contains information about a proposed reorganization of the legal
structure of Milwaukee Mutual Insurance Company (“MMIC”). Specifically, as you may
remember from prior notices you received concerning a public hearing on the matter, MMIC is
proposing to reorganize into what is known as a mutual holding company structure (the
“Restructuring”). The proposed Restructuring is set forth in a Mutual Holding Company Plan
(the “Plan”), which was unanimously adopted by MMIC’s Board of Directors on May 17, 2001.
The Plan was also the subject of a public hearing conducted by the Office of the Commissioner
of Insurance for the State of Wisconsin (the “Wisconsin Commissioner” or “Commissioner”),
about which you were previously notified. The Wisconsin Commissioner approved the Plan, on

_,2001. The Commissioner’s approval is neither an endorsement of the Plan nor a
recommendation to vote in favor of the Plan.

The Board believes the Plan is fair and equitable to you, the policyholders, and
the Board expects that the Plan will benefit policyholders and will not be contrary to your
interests or the interests of the Wisconsin public. The Board believes that, in the future, the most
successful insurance companies will be those that have the structural, financial and strategic
flexibility to respond quickly and decisively to changes in the marketplace, both in terms of
pursuing (or defending against) potential acquisition activity and in terms of making changes or
improvements in existing operations. In its current structure as a mutual insurance company,
MMIC has limited options to respond to change in the marketplace and to grow or solidify its
business operations through acquisition activity and/or the investment of excess surplus.
Reorganizing to a mutual holding company structure maximizes MMIC’s ability to raise capital,
pursue business acquisitions, and invest in the technologies and personnel necessary to improve
the efficiency and competitiveness of its insurance operations. It does this without altering the
contract rights or services you are entitled to as a policyholder under your policies with MMIC,
including the premiums you pay and the benefits you receive. The Plan also maintains the
Company’s “mutuality” so as to preserve our customary focus upon the needs of our current and
future policyholders.

Before the Restructuring can take place, the Plan must be approved by a majority
of policyholders entitled to vote on the same and present (in person or by valid proxy) at a
Special Meeting called for that purpose (the “Special Meeting”). MMIC has scheduled a Special
Meeting to take placeat : .m.on _,2001 at the law offices of Foley & Lardner,
777 East Wisconsin Avenue, 40" Floor, Milwaukee, Wisconsin. To assist you in deciding and
voting on whether to approve the Plan, I enclose the following materials:

* A Notice of a Special Meeting of Policyholders to be held on ,2001
for the purpose of considering and voting on the Plan;
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i A Policyholder Information Statement, including a Summary at pages 3 through
15, which describes the Plan and the proposed Restructuring;

i Attachments to the Policyholder Information Statement, including a copy of the
Plan as it was approved by the Board of Directors and the Wisconsin
Commissioner and the exhibits thereto, and a proxy card for your vote on the
Plan, which we ask that you sign and return.

I encourage you to read this information carefully. It fully describes the reasons
why MMIC’s Board of Directors and management have concluded that a mutual holding
company structure would best serve the long-term interests of the company and its policyholders,
and certain additional steps we are considering if the Plan is approved. These additional steps
include the subsequent merger of the mutual holding company created by this Plan with an
[llinois mutual holding company to be created by First Nonprofit Mutual Insurance Company, an
[linois mutual insurer. You are also cordially invited to attend the Special Meeting to vote on
the Plan at that time. If you cannot or prefer not to attend, I encourage you to complete, sign and
return your proxy card in the enclosed postage-paid envelope as soon as possible. Proxy cards
must be received no later than 5:00 p.m., Central Time, on ~,2001, in order to be
counted as part of the vote at the Special Meeting.

On behalf of the Board of Directors and the management of MMIC, I urge
you to support the proposed Restructuring and to vote FOR the Plan.

If you need assistance with your proxy vote, or if you have any questions about
the Plan, please call us at 262-938-0046, Monday through Friday, from 9:00 a.m. to 4:00 p.m.
Central Time.

We always appreciate and respect the confidence and trust you have placed in MMIC,
and we look forward to continue serving your insurance needs.

Sincerely,

Daniel R. Doucette,
President and Chief Executive Officer
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MILWAUKEE MUTUAL INSURANCE COMPANY
250 North Sunnyslope Road, Suite 250
Brookfield, Wisconsin 53005

Notice of Special Meeting of Policyholders
To be held on , 2001

TO POLICYHOLDERS OF MILWAUKEE MUTUAL INSURANCE COMPANY:

NOTICE IS HEREBY GIVEN THAT a Special Meeting of Policyholders of
Milwaukee Mutual Insurance Company (“MMIC” or the “Company”) will be held at the law
offices of Foley & Lardner, 777 East Wisconsin Avenue, 40" Floor, Milwaukee, Wisconsin, on

,2001 at _:  .m. Central Time (the “Special Meeting”), for the following purposes:

1. To consider and vote upon a proposal to approve the Mutual Holding Company Plan of
MMIC pursuant to Section 644.07(8) of the Wisconsin Statutes, and the transactions
contemplated thereby. The full text of the Plan and the exhibits thereto are set forth as
Attachment A to the accompanying Policyholder Information Statement; and

2. To consider and vote upon all other matters as may properly come before the meeting, or
any adjournments or postponements thereof.

THE BOARD OF DIRECTORS OF MMIC HAS UNANIMOUSLY ADOPTED
THE PLAN AND APPROVED THE TRANSACTIONS CONTEMPLATED THEREBY
AND BELIEVES THAT THE RESTRUCTURING PROVIDED FOR IN THE PLAN IS
FAIR AND EQUITABLE TO THE POLICYHOLDERS OF MMIC AND WILL
BENEFIT MMIC AND ITS POLICYHOLDERS. THE BOARD OF DIRECTORS
UNANIMOUSLY RECOMMENDS THAT THE POLICYHOLDERS OF MMIC VOTE
FOR APPROVAL OF THE PLAN AND THE TRANSACTIONS CONTEMPLATED
THEREBY, INCLUDING, AMONG OTHER THINGS, THE ADOPTION OF REVISED
ARTICLES OF INCORPORATION OF MILWAUKEE MUTUAL INSURANCE
COMPANY.

The Wisconsin Commissioner of Insurance (the “Commissioner”) approved the Plan on
, 2001. Wisconsin law provides that the Commissioner shall approve the Plan
unless the Commissioner finds that the Plan violates the law, is not fair and equitable to
policyholders or is contrary to the interests of policyholders or the public. The Commissioner’s
approval is neither an endorsement of the Plan nor a recommendation to vote in favor of
the Plan.

PLEASE COMPLETE AND PROMPTLY RETURN THE ACCOMPANYING
SPECIAL MEETING PROXY IF YOU DO NOT PLAN TO ATTEND THE SPECIAL
MEETING. Your vote must be cast in person at the special meeting or by a duly appointed
proxy agent, in accordance with the instructions which accompany this Notice. You should mark
your proxy with a vote either FOR, for adoption of the Plan, or AGAINST, against adoption of
the Plan. A proxy which is signed but not marked FOR or AGAINST will be treated as a vote
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FOR. Proxies which are marked both FOR and AGAINST will not count and will not be treated
as votes cast. Giving a proxy does not affect your right to vote in person in the event that you
attend the special meeting.

Mailed proxies must be received at the address set forth on the envelope (Proxy Return;
) by 5:00 p.m. on , 2001 in order to be voted at the special meeting.

By Order of the Board of Directors

Secretary
Brookfield, Wisconsin
, 2001




MILWAUKEE MUTUAL INSURANCE COMPANY

A Wisconsin Property and Casualty Insurer
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Of Milwaukee Mutual Insurance Company
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No person has been authorized to give any information or to make any

representations other than, or inconsistent with, those contained in this Policyholder
Information Statement in connection with the Mutual Holding Company Plan referenced
herein, and any such information or representation, if given or made, must not be relied
upon as having been authorized by Milwaukee Mutual Insurance Company (“MMIC”) or
any other person, firm or entity representing MMIC. The delivery of this Policyholder
Information Statement shall not under any circumstances create an implication that there

have not been any changes in the affairs of MMIC since the date hereof or that the

information herein is correct as of any time subsequent to its date.
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INTRODUCTION

This Policyholder Information Statement is being provided to Policyholders of
MILWAUKEE MUTUAL INSURANCE COMPANY (“MMIC” or the “Company”) to describe
the Company’s proposal to change the structure of MMIC from its current form as a mutual
insurance company to that of a stock insurance company owned and controlled by a mutual
insurance holding company organized under Chapter 644 of the Wisconsin Insurance Code (the
“Restructuring”). Capitalized terms used in this Policyholder Information Statement are defined
where first used herein and/or in the GLOSSARY appearing at page 42.

The proposal described herein is based upon a Mutual Holding Company Plan
(the “Plan” or “Mutual Holding Company Plan”) adopted by the Board of Directors of MMIC
(the “Board”) at a meeting of the Board held on May 17, 2001, a copy of which is attached
hereto as Attachment A. After presiding over a public hearing on the Plan, the Office of the
Commissioner of Insurance for the State of Wisconsin (the “Wisconsin Commissioner )
approved the Plan on ,2001. Pursuant to the Plan:

i MMIC will form Mutual Insurers Holding Company (“MIHC”), a Wisconsin
mutual holding company;

i MMIC will convert to Milwaukee Insurance Company (“Converted MMIC”), a
Wisconsin stock property and casualty insurance company;

* MIHC will be issued 100% of the shares of voting stock of Converted MMIC;

* All Policyholders with Membership Interests in MMIC will become Members of
MIHC, and all Equity Rights in MMIC previously held by such Policyholders will
be extinguished and replaced with Equity Rights in MIHC;

i All Policyholders with Contract Rights stemming from Policies of MMIC shall
become Policyholders with Contract Rights stemming from Policies of Converted
MMIC, and all such Contract Rights shall otherwise be and remain as they existed
immediately prior to the Effective Date of the Restructuring.

i As contemplated by the Plan, representatives of MMIC have negotiated the form
of a definitive agreement and plan of merger with representatives of Illinois-
domiciled First Nonprofit Mutual Insurance Company (“FNP”) (the “Agreement
and Plan of Merger”). Pursuant to the Agreement and Plan of Merger, MIHC will
merge with and into First Nonprofit Mutual Holding Company (“FNPMHC”), the
[llinois-domiciled mutual holding company to be created under FNP’s current
plan of conversion. The Agreement and Plan of Merger will be executed
following regulatory approval of MMIC’s and FNP’s respective plans to convert
to mutual holding company structures, creation of the respective mutual holding
companies, regulatory approval of the Agreement and Plan of Merger by the
Wisconsin Commissioner and the Illinois Department of Insurance, and corporate
approval of the Agreement and Plan of Merger by the respective boards of the
mutual holding companies and the members of FNPMHC. Pursuant to the
Agreement and Plan of Merger, MIHC will merge with and into FNPMHC.
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FNPMHC will be the surviving corporate entity, but will change its name to
“Mutual Insurers Holding Company.” For additional details regarding the terms
and effects of the Agreement and Plan of Merger, see TRANSACTION WITH
FIRST NONPROFIT MUTUAL INSURANCE COMPANY beginning at page 39 of
this Policyholder Information Statement.

This information is being provided to you pursuant to, and the actions being
proposed herein are to be taken in accordance with, Chapter 644 of the Wisconsin Insurance
Code and various other statutory provisions referenced and/or incorporated therein. This
Policyholder Information Statement is being mailed to all Policyholders of MMIC who are
eligible under the Wisconsin Insurance Code to vote on the Mutual Holding Company Plan at a
Special Meeting of Members to be heldat  :  .m., Central Time, on , 2001, at
the law offices of Foley & Lardner, 777 East Wisconsin Avenue, 40" Floor, Milwaukee,
Wisconsin (the “Special Meeting”). Eligible Members may vote on the Plan either by mailing a
proxy to MMIC or by attending the meeting and voting in person. If you prefer to vote by proxy,
the enclosed proxy card enables you as an Eligible Member to vote “FOR” or “AGAINST” the
proposed Plan and the transactions contemplated thereby, but in order to be counted, a completed
proxy card must be received by MMIC no later than 5:00 p.m. on ,2001.

The consummation of the Mutual Holding Company Plan is subject to,
among other things, approval of a majority of those Eligible Members of MMIC voting at
the Special Meeting.

The Board of Directors of MMIC unanimously approved and adopted the
Mutual Holding Company Plan and, for reasons stated herein, recommends that Eligible
Members vote “FOR” approval and adoption of the Plan at the Special Meeting.

This Policyholder Information Statement and the accompanying form of proxy are

being mailed on or about , 2001 to MMIC’s Policyholders. The date of this
Policyholder Information Statement is ~,2001.
AVAILABLE INFORMATION

MMIC is a mutual property and casualty insurer domiciled in the State of
Wisconsin and licensed to do business in the states of Arizona, Colorado, Illinois, Indiana, Iowa,
Kentucky, Minnesota, Nebraska, North Dakota, Ohio, South Dakota and Wisconsin. MMIC is
subject in part to the laws and regulations of the State of Wisconsin applicable to insurance
companies and, accordingly, files annual and quarterly financial reports (“Annual Statements”
and “Quarterly Statements”™) prepared on a statutory accounting basis and other information with
the Wisconsin Commissioner as well as other state insurance departments.

In connection with obtaining approval of the Plan from the Wisconsin
Commissioner, MMIC filed the Plan and other related documents, including drafts of this
Policyholder Information Statement and the current form of the Agreement and Plan of Merger
(collectively, the “Filing”), with the Wisconsin Commissioner pursuant to Chapter 644 of the
Wisconsin Insurance Code. Policyholders of MMIC may inspect and obtain copies of the Filing,
as well as the financial reports and other information filed by MMIC with the Wisconsin
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Commissioner, during normal business hours at the offices of MMIC located at 250 North Sunny
Slope Road, #250, Brookfield, WI 53005. Members of the public may inspect and make copies
of the Filing, as well as the financial reports and other information filed by MMIC with the
Wisconsin Commissioner, during normal business hours at the offices of the Wisconsin
Commissioner located at 121 East Wilson Street, Madison, Wisconsin 53707-7873. The
publicly available financial reports of MMIC can also be inspected and copied during normal
business hours at the offices of the insurance regulatory agency in each of the states where
MMIC does business. Any Policyholder who has questions about this Policyholder Information
Statement or the Filing in general may call MMIC at 262-938-0046 during normal business
hours.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

MMIC’s Annual Statements for the years ended December 31, 2000, 1999 and
1998 as filed by MMIC with the Wisconsin Commissioner, and any Quarterly Statements filed
by MMIC with the Wisconsin Commissioner during 2001 (including Quarterly Statements filed
after the date hereof and prior to the Special Meeting), are incorporated by reference in this
Policyholder Information Statement.

Statements contained in this Policyholder Information Statement or in any
document incorporated herein by reference, as to the contents of any contract or other documents
referred to herein or therein, are not necessarily complete, and in each instance where reference
is made to the copy of such contract or other document filed as an exhibit to the Filing or such
other document, each such statement is qualified in all respects by such reference. For the
purposes of this Policyholder Information Statement, the documents referred to herein, including
the Attachments, Exhibits, the Annual and Quarterly Statements and the other financial reports
and the Filing, are deemed incorporated by reference in their entirety.

SUMMARY

The following summary is not complete, is not intended to be complete, and is
qualified in all respects by the more detailed information appearing elsewhere in this
Policyholder Information Statement. You are urged to read this Policyholder information
Statement in its entirety.

The Board of Directors unanimously approved the Mutual Holding Company Plan
on May 17, 2001. After holding a public hearing on the Plan, the Wisconsin Commissioner
approved the Plan on ,2001. The Plan will not become effective until all of the
closing conditions are satisfied. See CONDITIONS TO CLOSING OF RESTRUCTURING at
page 35.

Background of MMIC

MMIC is a property and casualty mutual insurance company based in Brookfield,
Wisconsin. MMIC provides both personal and commercial lines coverages through independent
agencies. MMIC’s personal lines products include auto, homeowners and umbrella insurance,
and its commercial products include commercial package policies (combining insurance for both
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property and liability exposures arising out of the property), workers’ compensation insurance,
commercial auto and commercial umbrella. MMIC is licensed in Arizona, Colorado, Illinois,
Indiana, lowa, Kentucky, Minnesota, Nebraska, North Dakota, Ohio, South Dakota and
Wisconsin, and over 90% of its business is generated in five states -- Wisconsin, Illinois,
Minnesota, South Dakota and Indiana. MMIC’s current A.M. Best rating is A+.

On October 2, 1995, Trinity Universal Insurance Company (”Trinity”), a
subsidiary of Unitrin, Inc., acquired 100% ownership of Milwaukee Insurance Group, Inc.
(“MIG”), a publicly traded holding company that was 48% owned by MMIC. Prior to the
acquisition, MMIC participated in an intercompany reinsurance pooling arrangement (originally
effective January 1, 1985) with two MIG subsidiaries, Milwaukee Guardian Insurance, Inc. and
Milwaukee Safeguard Insurance Company. Under the terms of the pooling arrangement, the
combined premiums, losses, and expenses of the three insurers were prorated between the
insurers. MMIC’s participation in the pooling arrangement varied over time, beginning at 76%
in 1985, declining to 60% between 1987 and 1993, 40% between 1993 and 1995, and 5% for the
time period between October 2, 1995 and December 31, 1996. As of January 1, 1997, the
pooling arrangement was commuted effective October 2, 1995 and replaced by a reinsurance
agreement pursuant to which Trinity reinsures 95% of MMIC’s insurance business.

Challenges Facing MMIC

MMIC’s Board of Directors believes that, in the future, the most successful
insurance companies will be those that have the structural, financial and strategic flexibility to
respond quickly and decisively to changes in the marketplace, both in terms of pursuing (or
defending against) potential acquisition activity and in terms of making changes or
improvements in existing operations. The importance of flexibility and the ability to move
quickly and decisively, particularly in the area of merger and acquisition activities, is further
heightened by the recent deregulation of financial services, which introduces new competitors to
the market in which MMIC participates and may lead to significant consolidation within and/or
between the banking, insurance, and securities industries.

In its current structure as a mutual insurance company, MMIC has limited options
to respond to change in the marketplace and to grow or solidify its business operations through
acquisition activity and/or the investment of excess surplus. For example, MMIC cannot merge
with other mutual insurers without one of the two entities ceasing to exist as a separate insurer.
There are also limitations upon MMIC’s ability to acquire or affiliate with non-insurers. In
addition, MMIC currently has no stock to use as acquisition currency and limited ability to raise
new capital. While MMIC has no current need to raise new capital and has no immediate plans
to access the capital markets or otherwise obtain additional capital following the Restructuring,
there is always the possibility — particularly in an environment of consolidation and increased
competition — that a need for new capital may arise in the future.

MMIC confronts all of these structural limitations during a period of significant
change in the insurance and financial services marketplaces.
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Benefits of Restructuring to a Mutual Holding Company Structure

In light of the foregoing, the Board of Directors of MMIC recommends that you
vote FOR the Mutual Holding Company Plan for the following reasons:

€)) Mutual-to-Mutual Transactions

A mutual holding company structure provides MMIC with the ability to merge
with other mutual organizations while preserving the separate insurance operations and “brands”
of both MMIC and the target organizations, in each case as stock subsidiaries of MIHC.
Currently, MMIC cannot merge with other mutual insurance companies without one of the
entities terminating its separate existence and identity, even though it might not be in the best
interests of MMIC, the other entity, or their respective policyholders to do so.

As an example of this benefit, representatives of MMIC have negotiated the form
of the aforementioned Agreement and Plan of Merger with representatives of FNP, which will be
executed following (1) regulatory approval of MMIC’s and FNP’s respective mutual holding
company plans, (2) creation of the respective mutual holding companies, (3) regulatory approval
of the Agreement and Plan of Merger by the Wisconsin Commissioner and the Illinois
Department of Insurance, and (4) corporate approval of the Agreement and Plan of Merger by
MIHC’s and FNPMHC’s respective boards and the members of FNPMHC. Pursuant to the
Agreement and Plan of Merger, MIHC will merge with and into First Nonprofit Mutual Holding
Company (“FNPMHC”), the Illinois-domiciled mutual holding company to be created under
FNP’s current plan of conversion. FNPMHC will be the surviving corporate entity, but will
change its name to “Mutual Insurers Holding Company” (the “Surviving MHC”). Following the
merger, the Surviving MHC will own the stock of the two converted stock insurance companies
as subsidiaries. For further details on the likely merger involving MIHC and FNPMHC, see
TRANSACTION WITH FIRST NONPROFIT MUTUAL INSURANCE COMPANY beginning at
page 39.

The Restructuring and the Special Meeting of Policyholders described herein
do not relate to the Agreement and Plan of Merger or any other transaction involving FNP
or its affiliates, and you are not being asked at this time, or in connection with the Special
Meeting, to consider and vote upon the Agreement and Plan of Merger or any other
transaction involving FNP or its affiliates. Any such transaction would be subject to the
execution of the Agreement and Plan of Merger, which is itself subject to approval by
Illinois and Wisconsin regulatory authorities, as well as approval by the Boards of the
respective mutual holding companies and by the members of FNPMHC. You should
assume, however, that a vote in favor of the Mutual Holding Company Plan by the Eligible
Members will likely result in prompt completion of the Agreement and Plan of Merger
transaction.

2) Maintain Mutuality

As a mutual, MMIC has adopted a corporate culture and reputation as an entity
that focuses on the interests and benefits of its current and future Policyholders, the owners of
the Company. MMIC believes that a good portion of its success as an insurance enterprise stems
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from this inherent structural tendency to view its business operations and objectives from the
perspective of the Policyholder. As such, MMIC wishes to preserve its “mutuality” as much as
possible while still being able to compete against its larger stock and/or non-insurer competitors
in the marketplace. The proposed Restructuring to a mutual holding company structure enables
MMIC to ultimately retain its Policyholder focus by ensuring that the organization is always
under the ultimate control of a mutual holding company even as it takes advantage of the
corporate and operational flexibility available to a stock enterprise. See RETENTION OF
MUTUAL FORM OF ORGANIZATION at page 27.

In addition, under Wisconsin law, if MIHC ever decides to sell stock in Converted
MMIC, it will be required at all times to retain, directly or indirectly, at least 51% of the shares
of voting stock of Converted MMIC (or 51% of the voting stock of any subsidiary intermediate
stock holding company it may choose to create in the future), thereby preserving mutuality.

In addition to the foregoing reasons, there are several additional advantages to a
mutual holding company structure which other mutual holding companies have identified, and
which are applicable to MMIC as well, although MMIC currently has no intention of pursuing
these additional advantages.

A3) Transactions with Non-Insurers, Diversification

A mutual holding company structure may ease MMIC’s ability to acquire or
affiliate with non-insurers thereby achieving efficiencies of scale and diversification of assets.
Under a mutual holding company structure, MMIC would have the ability to respond quickly
and decisively to changes in the insurance and financial services marketplace in ways that would
not have been available to it as a mutual insurance company. See ORGANIZATIONAL
FLEXIBILITY at page 28.

“4) Stock as an Acquisition Currency

A mutual holding company structure would enable MMIC to use stock as an
acquisition currency, rather than having to rely upon cash alone. Under Wisconsin law, MIHC
will have to own at least 51% of the voting stock of Converted MMIC at all times, but the
remaining 49% may be sold to the public or used as currency to acquire or affiliate with other
insurers or non-insurer entities. While MMIC has no current plans to use the voting stock of
Converted MMIC in this manner, the ability to do so increases its options and ability to exploit
strategic acquisition opportunities vital to MMIC’s competitiveness.

&) Access to Capital Markets

A mutual holding company structure would give MMIC the ability to access the
capital markets to raise new capital by selling shares of stock of Converted MMIC (or any
subsidiary intermediate stock holding company it may choose to create in the future) to the
public or to other third parties as the needs occur and as market conditions permit. Such
additional equity capital has the potential of increasing the financial strength of Converted
MMIC and its parent, MIHC. MMIC does not currently have any plans to raise capital by selling
shares of stock or issuing debt securities. However, a mutual holding company structure would
put it in a position to do so. See ACCESS TO CAPITAL MARKETS at page 19.



Consideration of Alternatives

The alternatives to reorganizing under a mutual holding company structure are for
MMIC to either (i) preserve the status quo and remain a mutual insurance company, or (ii)
undergo a demutualization.

1 Preserving the Status Quo

The Board of Directors determined that continuing to operate as a mutual
insurance company imposes limits upon MMIC’s ability to position itself for long-term growth
and to compete effectively. The Board concluded that, in the future, the most successful
insurance companies will be those that have the structural, financial and strategic flexibility to
respond quickly and decisively to changes in the marketplace, both in terms of pursuing (or
defending against) potential acquisition activity and in terms of making changes or
improvements in existing operations. The Board also concluded that the importance of
flexibility and the ability to move quickly and decisively, particularly in the area of merger and
acquisition activities, is further heightened by the recent deregulation of financial services, which
introduces new competitors to the market in which MMIC participates and may lead to
significant consolidation within and/or between the banking, insurance, and securities industries.
The Board believes that if MMIC remains in its current structure as a mutual insurance company,
it will have limited means available to it to respond to these changes in the marketplace and to
grow or solidify its business operations through acquisition activity and/or the investment of
excess surplus.

2) Demutualization

A demutualization would convert MMIC from a mutual insurance company into a
stock insurance company without simultaneously creating a mutual holding company as a parent.
There would be certain benefits of a demutualization to MMIC and its Members such as the

following:
° Policyholders, as Members of MMIC, would receive cash, stock or other
consideration in exchange for their Equity Rights in MMIC.
* Stock of the demutualized company could be used by the demutualized company
as acquisition currency.
* The value of MMIC’s stock after or associated with a demutualization may be

higher than it would be after reorganizing to a mutual holding company structure,

insofar as, under Wisconsin law, the mutual holding company will always have to
own, directly or indirectly, at least 51% of the shares of Converted MMIC. Public
investors may place a lower value on the stock of Converted MMIC as a result of

their inability to acquire a controlling interest in the entity.

The Board of Directors concluded, however, that maintaining the “mutuality” of
MMIC in some form was important in order to preserve the Company’s historical focus on the
interests and benefits of its current and future Policyholders. In addition, the Board thought it
important that MMIC retain and enhance its ability to merge, acquire or affiliate with other
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mutual entities, particularly in ways that preserve the separate insurance operations and “brands”
of such organizations, including MMIC. Demutualization is inconsistent with both of these
goals, as it terminates MMIC’s existence as a “mutual” organization ultimately owned by its
current and future Policyholders, and eliminates MMIC’s practical ability to merge with other
mutual insurers (other than through the acquisition of another mutual insurer through the latter’s
sponsored demutualization), thus limiting the number of strategic acquisition opportunities
available to MMIC. Other potential disadvantages of demutualization as an alternative to the
mutual holding company structure include the following:

i Demutualization may be a less efficient way to raise capital. Under a
demutualization, MMIC would be required to distribute cash, stock or other forms
of consideration to Policyholders in exchange for their Equity Rights in MMIC.

* Under the proposed mutual holding company structure, control of the insurance
company remains, at least indirectly, with the Members of MMIC. Under a
demutualization, Members who acquire shares of stock in exchange for their
Equity Rights will continue to have voting rights in the demutualized company,
but other persons besides Members may acquire shares of stock in the entity
and/or become the controlling stockholders.

° Historically, demutualizations are more difficult to structure, more time
consuming and more expensive than mutual holding company reorganizations.

It is also worth noting that the Mutual Holding Company Plan does not
preclude a future demutualization of MIHC, the mutual holding company parent.
However, no such demutualization is currently contemplated, and a demutualization may
never occur.

Recommendation of Board of Directors

ON MAY 17,2001, THE BOARD OF DIRECTORS OF MMIC
UNANIMOUSLY ADOPTED THE MUTUAL HOLDING COMPANY PLAN. AS
REQUIRED BY CHAPTER 644 OF THE WISCONSIN INSURANCE CODE, THE
BOARD SUBMITTED THE PLAN TO THE WISCONSIN COMMISSIONER FOR
REVIEW AND APPROVAL. THE WISCONSIN COMMISSIONER CONDUCTED AND
PRESIDED OVER A PUBLIC HEARING ON THE PLAN ON _ ,2001. THE
WISCONSIN COMMISSIONER APPROVED THE PLAN ON _,2001.

THE BOARD OF DIRECTORS OF MMIC UNANIMOUSLY
RECOMMENDS THAT ELIGIBLE MEMBERS OF MMIC VOTE “FOR” APPROVAL
AND ADOPTION OF THE MUTUAL HOLDING COMPANY PLAN AT THE SPECIAL
MEETING.

Description of the Restructuring

On or before the Effective Date of the Restructuring, MMIC will form and
incorporate MIHC as a Wisconsin mutual holding company. On the Effective Date,
Policyholders with Membership Interests in MMIC will immediately become Members of
MIHC. MMIC will convert to, and continue its corporate existence as, a Wisconsin stock
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property and casualty insurance company. MIHC will be issued 100% of the shares of voting
stock of Converted MMIC. All Equity Rights in MMIC previously belonging to Policyholders
with Membership Interests in MMIC will be extinguished and replaced with Equity Rights in

MIHC. As a result of the Restructuring, Converted MMIC will exist as a stock insurance
company subsidiary of MIHC.

The following diagrams illustrate MMIC’s organizational structure before and
after consummation of the Restructuring contemplated by the Mutual Holding Company Plan:

BEFORE RESTRUCTURING

) Equity Rights Milwaukee Mutual
. Policyholders of Insurance Company
Milwaukee Mutual Insurance Company | (a Wisconsin mutual insurance
Contract Rights company)
AFTER RESTRUCTURING

Mutual Insurers
Holding Company
(a Wisconsin mutual
holding company)

Policyholders of

Milwaukee Insurance Company Me 4—— Stock Ownership

Milwaukee Insurance Company

(a Wisconsin reorganized stock
insurance company)

For additional details concerning the Restructuring, see DESCRIPTION OF THE
RESTRUCTURING at page 22.

Effects of the Restructuring

The Restructuring will have the following effects upon MMIC and its
Members/Policyholders:

€)) Operations and Business of MMIC
The Restructuring will not result in any material changes in MMIC’s existing

insurance operations or its services to Policyholders, except that such operations and services
will in the future be conducted or provided by a stock insurance company rather than a mutual



001.1027028.7

insurance company. In addition, the Restructuring of MMIC into a stock insurance subsidiary of
MIHC shall in no way annul, modify or change any of MMIC’s existing suits, rights, property
interests, contracts or liabilities, except with respect to the extinguishing and replacement of
Equity Rights as described below.

2) Effect Upon Contract Rights and Equity Rights of MMIC Policyholders

Currently, Members of MMIC have both Contract Rights as Policyholders of the
Company and Equity Rights as Members of the Company. Upon Restructuring, a Member’s
Contract Rights and Equity Rights will effectively be separated, as further explained below.

The principal Contract Right is the right to receive the type and amount of
insurance coverage specified in a Member’s Policy (or Policies) in accordance with the terms
and provisions thereof, including the right to dividends or refunds of premiums as, if and when
declared by the Board. On the Effective Date, the Contract Rights of Members will remain with
Converted MMIC. Every Policy that has been issued by MMIC which is In Force on the
Effective Date will remain in force at the Effective Date and continue as a Policy of Converted
MMIC. The premiums currently required to be paid as specified in the Policies will not be
increased or otherwise changed as a result of the Restructuring. It is the intention of MMIC that
its current policies with respect to dividends or refunds of premiums to Policyholders will not be
affected by the Restructuring.

The principal Equity Rights of Members of MMIC are as follows:

* The right to elect the directors of MMIC;

* The right to approve or disapprove proposed changes in the Articles of
Incorporation of MMIC;
i The right to vote (or grant proxies to vote) on any plan of conversion, voluntary

dissolution or such other matters as may come before the Members at an annual or
special meeting of MMIC’s Members;

* The right to receive and/or share in any distribution of, or to receive consideration
based upon, the remaining surplus, if any, of MMIC in the event of MMIC’s
ultimate dissolution and liquidation (which means, if MMIC were to become
insolvent or go out of business); and

* The right to receive cash, stock or such other consideration as is approved by the
Wisconsin Commissioner in exchange for the Members’ Equity Rights in the
event of the demutualization of MMIC (which would require approval by the
Board and the Members and by the Wisconsin Commissioner).

On the Effective Date, the foregoing Equity Rights of Members of MMIC shall be
automatically transferred to MIHC. Members will not receive any cash, stock or other
consideration in exchange for their Equity Rights in MMIC. Rather, the Members’ Equity
Rights in MMIC will be extinguished and replaced with Equity Rights in MIHC, and the Equity
Rights in MIHC will be identical to those set forth above with respect to MMIC, except that they
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shall be exercised with respect to the operations of MIHC and not those of MMIC or Converted
MMIC. The Board of Directors of MIHC, representing the interests of Policyholders, will
exercise voting control over the election of directors of Converted MMIC and over other matters
pertaining to the governance of Converted MMIC. Holders of Policies issued by Converted
MMIC on or after the Effective Date will automatically become Members of MIHC.

3) Directors and Executive Officers

On the Effective Date of the Restructuring, it is intended that the separate Boards
of Directors of MIHC and Converted MMIC will each consist of the same nine (9) directors that
currently comprise the Board of Directors of MMIC. It is also intended that the Executive
Officers of both MIHC and Converted MMIC will be the same individuals currently serving in
those positions for MMIC. For information regarding the current directors and executive officers
of MMIC, and the proposed directors and executive officers of MIHC and Converted MMIC, see
DIRECTORS AND OFFICERS OF MMIC, CONVERTED MMIC AND MIHC at page 36.

4 Corporate Governance

After the Restructuring, Converted MMIC will operate under the direction of its
Board of Directors and all voting rights, including the election of the Board of Directors of
Converted MMIC, will be vested exclusively in the holder(s) of its outstanding voting stock;
specifically, MIHC. Moreover, under Wisconsin law, MIHC must retain ownership, directly or
indirectly, of at least 51% of the voting stock of Converted MMIC at all times. Accordingly,
MIHC will have voting control over the outcome of most matters presented to the stockholders
of Converted MMIC for resolution by vote, including the election of the Board of Directors for
Converted MMIC. MIHC will operate under the direction of its Board of Directors and all
voting rights, including the election of the Board of Directors of MIHC, will be vested
exclusively in the Policyholders of Converted MMIC who become Members of MIHC. These
Members will be entitled to vote on all matters requiring action by the Members, including the
election of the directors of MIHC.

&) Potential Sale of Stock of Subsidiaries

Converted MMIC, or any subsidiary intermediate holding company created by
MIHC after the Restructuring, may issue new shares of capital stock or debt securities to the
public or other third parties. Under Wisconsin law, however, MIHC will have to own at least
51% of the voting stock of Converted MMIC or any subsidiary intermediate holding company
created by MIHC, and thereby will maintain voting control of the same. No shares of capital
stock or debt securities will be issued or sold concurrently with the Restructuring and there are
no current plans for such activity in the future.

(6) Federal Tax Consequences

The consummation of the Restructuring is subject to the condition that MMIC
obtain either a private letter ruling issued by the IRS or an opinion of Foley & Lardner or other
independent tax counsel to MMIC, in either case substantially to the effect that MMIC, MIHC,
and/or MMIC’s Policyholders will not recognize gain or loss for U.S. federal income tax
purposes in connection with the conversion of MMIC from a mutual insurance company to a
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stock insurance company, the formation of MIHC, and the contribution of the stock of Converted
MMIC to MIHC.

For further details regarding any of the foregoing effects of the Restructuring, see
EFFECTS OF THE RESTRUCTURING at page 23.

Voting Considerations and Risk Factors

In addition to the benefits of the mutual holding company structure and the pros
and cons of the alternatives discussed above, you should consider certain risks and other factors
involved in adopting a mutual holding company structure, including the following:

0} Movement of Subsidiaries and Other Assets.

The mutual holding company structure permits the realignment of subsidiaries of
MMIC, and the transfer of other assets out of MMIC to one or more affiliates, provided such
movement is approved by the Wisconsin Commissioner and consistent with Wisconsin law. It is
possible that sometime in the future a realignment of subsidiaries may occur either by sale, or as
an ordinary or extraordinary dividend or otherwise, as the case may be. There can be no
assurances that any future transfers of assets, including an ordinary or extraordinary dividend or
realignment of subsidiaries, would not be detrimental to the financial condition of MMIC,
although any material transaction would likely require regulatory approval.

2) Issuance of Stock to Third Parties

At present, Policyholders have the right to elect the Board of Directors of MMIC
and to vote on all other corporate matters presented to them for a vote. On the Effective Date,
MIHC will directly or indirectly own all of the outstanding voting stock of Converted MMIC.
However, either Converted MMIC, or a subsidiary intermediate holding company subsequently
created by MIHC to hold the stock of Converted MMIC (an “intermediate holding company”)
could issue voting securities to the public or to other third parties, subject to approval by